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Real GDP surges 4.6% YoY in 2Q19

Domestic liquidity and bonds market

Demand for bills declined

Last week, the MoF did not accept all demand for the bills they offered,
borrowing just UAH2bn (US$80m), but continued to decrease cut-off
rates. We expect demand will increase this week, although remain
moderate, as investors will wait for the five-year note next week.

Liquidity under pressure from taxes

Last week, outflows from Treasury accounts increased, exceeding budget
expenditures. This caused a decline in liquidity below UAH100bn
(US$4bn). We expect it will stay below this level this week.

Foreign exchange market

Hryvnia holds position

The hryvnia exchange rate continued to be volatile inside the expected
range, receiving support from exporters and other Ukrainian companies
that sold hard currencies to pay income tax. This week, this source will be
replaced by foreign investors when they buy three-year notes, although
we doubt this will strengthen the hryvnia significantly. We expect the
exchange rate to be largely unchanged within the rage of UAH25.1—
25.5/US$

Economics

Real GDP surges 4.6% YoY in 2Q19

2Q19 economic growth was the highest since 4Q16 and beat both our
and consensus forecasts. Real GDP growth will slow in 2H19 but will likely
exceed our 2019 full-year forecast of 2.7% growth.

READ FIRST THE DISCLOSURES SECTION (ON LAST PAGE) FOR IMPORTANT
DISCLOSURES AND ANALYST CERTIFICATION

Banks’ reserves market

(19 August 2019)
Last Weekly YoY
chg (%) chg (%)
NBU rate (%)’ 1700 +0bp
ON rate (%) 15.78 -23bp
ON $ swap (%) 14.92 R
Reserves (UAHm)2 52,845 -6.33
DepCerts (UAHM)® 45,783 [P

Notes: [1] NBU’s key policy rate; [2] stock of banks’
reserves held at NBU; [3] stock of NBU’s short-term bonds.

Source: NBU, Bloomberg, ICU.

Breakdown of govt bond holders (UAHm)
(19 August 2019)

Last Weekly YoY
chg (%) chg (%)

NBU 337,066 -0.01 -3.17
Banks 338,881 +0.14 -8.04
Residents 25,803 -0.95 +23.11
Individuals 9,592 +1.64 +140.78

Non-res” 87,648 +0.70  +1,065.94
Total 798,989 +0.12 +6.65
Notes: [1] non-residents

Source: NBU, ICU.

FX market indicators (19 August 2019)

Last Weekly YTD
chg (%) chg (%)

USD/UAH 25.1850
EUR/USD 1.1078
DXY? 98.347
UAH TWI 131.708

Notes: [1] UAH trade-weighted index.
Source: Bloomberg, ICU.

Gov’t bond quotes' (20 August 2019)

Maturity Bid Ask
6m 17.50 16.00
12m 17.75 16.25
2y 17.75 16.25
3y 17.75 16.25
12m (§) 6.75 5.25
2y (9) 7.25 5.85

Notes: [1] Actual quotes you can see at www.icu.ua.
Source: ICU.
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Chart 1. Local-currency bonds
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Demand for bills declined

Last week, the MoF did not accept all demand for the bills they offered, borrowing just
UAH2bn (US$80m), but continued to decrease cut-off rates. We expect demand will increase
this week, although remain moderate, as investors will wait for the five-year note next week.

At the previous auction, all bills received less demand than was offered for each issue, but
some bids were rejected with the cut-off rate decrease. Budget proceeds amounted to
UAH2bn, mostly from the two-year bills. More details in the auction review.

After bond settlement on Wednesday, nearly half had been sold to foreign investors, although
the total amount of their portfolios was largely unchanged, as foreigners sold bills in prior
auctions. Likely, some of this selling was to raise funds to invest in 2-year bills.

ICU view: This week, we expect a slight decline in foreign investors’ portfolios, which
will be compensated after auction settlement. Demand at the auction looks to be larger
than last week, probably above the offered amount, but will be concentrated in the
three-year bills. We do not anticipate significant movement in rates, with the three-
month and 11-month left largely unchanged. We expect the cut-off rate for the three-
year note to slide by about 10bp to around 16.1%.

Taras Kotovych, Kyiv, (044) 377-7040 ext.724

Three-year history of domestic government bond placements at primary market: Fair value of domestic government bonds as calculated by NBU versus
proceeds (in billions) and yields-to-maturity (%) placements via primary market auctions
Volume (UAHbn, right scale) W1 year M2 years W3 years
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Source: Ministry of Finance of Ukraine, ICU.

Source: National Bank of Ukraine, Ministry of Finance of Ukraine, ICU.
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Chart 2. FX-denominated bonds
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Three-year history of domestic government bond placements at primary market: Fair value of domestic government bonas as calculated by NBU versus
proceeds (in billions) and yields-to-maturity (%) placements via primary market auctions
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Source: Ministry of Finance of Ukraine, ICU.

Source: National Bank of Ukraine, Ministry of Finance of Ukraine, ICU.

Liquidity under pressure from taxes

Last week, outflows from Treasury accounts increased, exceeding budget expenditures. This
caused a decline in liquidity below UAH100bn (US$4bn). We expect it will stay below this
level this week.

By the end of last week, liquidity was UAH98.6bn (US$3.9bn), receiving low support from the
NBU via the FX market. Inflows from this source were just UAH1.5bn (US$0.06bn), while to
Treasury accounts, the outflow was UAH6.6bn (US$0.3bn). Additional inflow came from NBU
by increase by UAHO0.5bn (US$0.02bn) of refinancing loans.

The key reason for outflows to budget accounts was quarterly income tax payments. Last
Thursday and last Friday, tax authorities received UAH4.3bn (US$0.17bn) and UAH5bn
(US$0.2bn) of budget revenues respectively, while in first 10-days of the month, they
averaged UAH1bn (US$0.04bn) of daily. Last week, the budget received more than UAH22bn
(US$0.9bn) of revenues, including from tax authorities, which was more than UAH10bn
(US$0.4bn).

ICU view: This week, liquidity will remain under pressure from tax payments. Income
tax payments will dominate the first two days, before the budget starts to collect
month-end tax payments later. As the result, liquidity will stay below UAH100bn
(US$4bn). NBU will likely be the sole source of liquidity through either the FX market,
or by providing banks with new loans.

Taras Kotovych, Kyiv, (044) 377-7040 ext.724
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Chart 3. Banks reserves usages over last week(UAHm)
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Chart 4. Banks reserves usages over last 90-day period (JAHm)
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Notes: [1] data from the NBU's daily reporting https://bank.gov.ua/control/uk/publish/article?art id=38643651&cat id=40807142 ;
* operations repo, purchase and sale of government bonds, FX market interventions, stabilisation loans, FX swap agreements; ** DIF — deposit insurance fund;
*** interest payments on NBU's loans and on NBU's certificates of deposit, other operations. Source: NBU, ICU.

Hryvnia holds position

The hryvnia exchange rate continued to be volatile inside the expected range, receiving
support from exporters and other Ukrainian companies that sold hard currencies to pay
income tax. This week, this source will be replaced by foreign investors when they buy three-
year notes, although we doubt this will strengthen the hryvnia significantly. We expect the
exchange rate to be largely unchanged within the rage of UAH25.1-25.5/US$

Last week, the hryvnia was supported not only by foreign investors in UAH-denominated
debt, but also by locals via the selling of hard currencies to pay quarterly income tax. As a
result, the hryvnia strengthened, reaching UAH25.18/US$ last Tuesday, but on Wednesday,
it weakened to UAH25.32/US$. However, the need for local-currency funds and the NBU'’s
low participation in the FX market caused new appreciation. By the end of the week, the
hryvnia appreciated by 0.15% to UAH25.18/US$. Last week, the NBU purchased only
US$60m from the market.

ICU view: The second half of August can be less stable for the hryvnia, although we
do not expect significant weakening. Decline in liquidity and month-end tax payments
should increase the supply of hard currencies. Additionally, demand for UAH-
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denominated debt can increase compared with last week, as investors raise funds for
the five-year note offering at the end of the month. We anticipate that the hryvnia will
be volatile this week inside the UAH25.1-25.5/US$ range.

Taras Kotovych, Kyiv, (044) 377-7040 ext.724

Chart 5. FX market indicators, 3-year history

Ukraine hryvnia UAH exchange rate per US dollar at the interbank market UAH exchange rate misalignment’ from funaamental levef (%)
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Notes: the chart provides labels for the average exchange rate at last two NBU Notes: [1] "+" overvalued, "-" undervalued; [2] based on the UAH’s CPI- and PPI-
auctions (one on buying FX from the market and one on selling it). Source: NBU, based real TWIs. Source: ICU.

Bloomberg, ICU.

Real GDP surges 4.6% YoY in 2Q19

2Q19 economic growth was the highest since 4Q16 and beat both our and consensus
forecasts. Real GDP growth will slow in 2H19 but will likely exceed our 2019 full-year forecast
of 2.7% growth.

Real GDP growth accelerated to 4.6% YoY in 1Q19, up from 2.5% YoY in 1Q19, per
preliminary estimate from the State Statistics Service of Ukraine. At the same time, in SA
terms economic growth was 1.6% QoQ, the highest growth rate since 4Q13. Detailed
information about the main components of the GDP will be released on 18. September.

ICU view: 2Q19 real GDP growth beat both our estimate (+3.3-3.5% YoY) and
Bloomberg and Thompson Reuters consensus-forecasts (+2.7% YoY). We expected
the acceleration of economic growth in 2Q19 given stronger performance of real
sectors of economy last quarter (particularly retail trade and agriculture), but to some
extent this should have been offset by greater negative impact from net exports. We
estimate that the significant contribution to the 2Q reading made services as consumer
confidence in 2Q19 was at the highest since 2013 level. Given better than expected 2Q
economic growth and robust consumer demand and confidence, the full-year real GDP
growth will likely exceed our current forecast of 2.7% growth even with slower growth
in 2H19. Hence, our forecast will be updated after analyzing GDP growth components
that will be published by the State Statistics Service on September 18.

Dmytro Dyachenko, Kyiv, (044) 377-7040 ext.738



20 August 2019 Weekly Insight Real GDP surges 4.6% YoY in 2Q19

This page is intentionally left blank



11th floor, LEONARDO Business Centre
19-21 Bogdan Khmelnytsky Street

Kyiv, 01030 Ukraine

Phone/Fax +38 044 3777040

WEB www.icu.ua [ fl - |

RESEARCH

Alexander Martynenko
Head of corporate research
alexander.martynenko@icu.ua

Mykhaylo Demkiv
Financial analyst (Banks)

Taras Kotovych

Senior financial analyst (Sovereign debt)
taras.kotovych@icu.ua

Dmitriy Dyachenko

Junior financial analyst

mykhaylo.demkiv@icu.ua dmitriy.dyachenko@icu.ua

Investment Capital Ukraine LLC is regulated by Securities and Stock Market State Commission of Ukraine (license numbers: dealer
activity AE 263019, broker activity AE 263018, underwriting activity AE 263020 dated 11 April 2013).

DISCLAIMER

This research publication has been prepared by Investment Capital Ukraine LLC solely for information purposes for its clients. It does not
constitute an investment advice or an offer or solicitation for the purchase of sale of any financial instrument. While reasonable care has been
taken to ensure that the information contained herein is not untrue or misleading at the time of publication, Investment Capital Ukraine makes
no representation that it is accurate or complete. The information contained herein is subject to change without notice. Copyright and database
rights protection exists in this report and it may not be reproduced, distributed or published by any person for
any purpose without the prior express consent of Investment Capital Ukraine LLC. All rights are reserved. Any
investments referred to herein may involve significant risk, are not necessarily available in all jurisdictions, may
be illiquid and may not be suitable for all investors. The value of, or income from, any investments referred to
herein may fluctuate and/or be affected by changes in exchange rates. Past performance is not indicative of
future results. Investors should make their own investigations and investment decisions without relying on this
report. Only investors with sufficient knowledge and experience in financial matters to evaluate the merits and
risks should consider an investment in any issuer or market discussed herein and other persons should not
take any action on the basis of this report.

Additional information is available upon request.


http://www.icu.ua/
https://www.facebook.com/pages/ICU/148699395242028
https://www.youtube.com/channel/UC5iIHoHO9jOg903zplrCEkQ
https://twitter.com/ICU_UA
https://twitter.com/AlexsVMartyn
https://twitter.com/TKotovych
https://twitter.com/demkiv_m

